Financialisation and Accumulation: A Firm-level Study in the Indian Context  by Trivedi, Smita Roy
 Procedia Economics and Finance  11 ( 2014 )  348 – 359 
2212-5671 © 2014 Elsevier B.V. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/3.0/).
Selection and/or peer-review under responsibility of Symbiosis Institute of Management Studies.
doi: 10.1016/S2212-5671(14)00203-2 
ScienceDirect
 Symbiosis Institute of Management Studies Annual Research Conference (SIMSARC13) 
Financialisation and Accumulation: A Firm-Level Study in the 
Indian Context 
Smita Roy Trivedia * 
Research Associate, National Institute of Bank Management, Pune 
Abstract 
This paper attempts a firm-level study of financialisation in the Indian context. In the last few decades, many studies have shown 
that financialisation or the increased dominance of the financial sector tends to have a profound and mostly negative impact of 
real sector growth and accumulation. The consequent declining real investment and accumulation is likely to affect future growth 
adversely along with employment and income levels. This study attempts a firm level look at financialisation and real capital 
accumulation, using data on companies constituting the SENSEX.   
We use the Least squares dummy variable model (LSDV) model for the short panel data to analyses if the impact of 
financialisation as estimated by dividend payouts and rentier shares on real capital accumulation is significant.  The paper 
contributes to the existing literature in two ways:  first, by introducing a microeconomic perspective on financialisation especially 
in the context of firms who are likely to be affected by financialisation and secondly, by introducing both dividend payouts along 
with rentier shares as independent variables representing financialisation.  
The paper finds a negative impact of financialisation as reflected in higher dividend payouts and increasing rentier shares on real 
capital accumulation, suggesting there is a likely tradeoff between shareholder orientation and real capital accumulation. This 
implies that increasing rentier shares and dividend payouts affect negatively real capital accumulation which may lead to future 
growth being compromised. It is pertinent for firms to have a balance between shareholder value and long-run growth of the firm 
for which real capital accumulation will be important.  
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1. Introduction 
Financialisation or increasing impact of the financial sector on real sector has been a subject of focus in economic 
literature for some time now. There is however, no single definition of the term and it is generally meant to cover a 
wide range of phenomenon. Definitions have spanned from the rise in financial flows in capital markets to the more 
specific increase in income share of rentiers. In the last few years, enormous growth in the financial sector has 
coexisted with real sector stagnation, rising unemployment and declining productivity, as well as rising inequality. 
The phenomenal growth in financial assets and increasing dominance of the financial sector, together with the 
recurrence of financial crises in the system continues to be in focus in economic literature [Demir (2009); Van 
Treeck (2009; 2007); Stockhammer (2007, 2004); Epstein and Power (2003); Chang and Yoo (2002); Crotty (2000); 
Lazonick and O'Sullivan (2000)]. 
Many studies have shown that financialisation tends to have a negative impact on real sector accumulation. The 
conflict of objectives for different groups within the firm, the management and the shareholder forms an important 
study of Post-Keynesian literature. Managers put emphasis on long-term existence of firms and the consequently 
likely to go for strategies that favor high accumulation. This is in contrary to shareholders who are presumed to have 
an inclination to maximize profits and thereby dividends and assign much lesser priority to physical capital 
accumulation.  
Stockhammer (2004) has shown that financialisation over the last two decades has resulted in slowdown of physical 
asset accumulation and increasing financial investments by non-financial businesses; while Crotty (2000) pointed 
out that the evolution of the global financial system has adversely affected global growth. While policy change is 
often seen as an important factor affecting the developments, Epstein and Power (2003) have contended that the rise 
in rentier class has been instrumental in shaping this political change. In other words, the increasing clout of the 
rentier class has not only shaped policies in this period but also has determined to a large extent the economic 
scenario. The increasing share of rentier income over this period has again strengthened the above-mentioned trend. 
The rise in income accruing to the rentiers has again, not only influenced the flow of funds to developing countries 
and contributed to their market crisis, but has also affected the crises-management policies (Chang & Yoo, 2002).   
This paper presents firm-level study of the impact of financialisation on accumulation taking sample of SENSEX 
companies. While most of the literature of financialisation underlines the impact of financialisation in the 
macroeconomic context, this paper attempts a firm level look at the impact of financialisation. For firm level 
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analysis, companies constituting the SENSEX are taken as sample, as these are firms which are prominent on the 
stock exchange and are likely to be concerned over shareholder value creation. This means that financialisation or 
increased shareholder value orientation is likely to have a significant impact of real capital accumulation for these 
companies.  
Use the Least squares dummy variable model (LSDV) model for the short panel data we try to question if the impact 
of financialisation on real capital accumulation is significant.  The paper finds a negative impact of financialisation 
as reflected in higher dividend payouts and increasing rentier shares on real capital accumulation, underlining a 
likely tradeoff between shareholder orientation and real capital accumulation.  
2. Survey of literature   
Financialisation has come to be defined in various ways in economic literature. Stockhammer (2007) have pointed 
out that the notion of financialisation includes the deregulation of the financial sector, propagation of new financial 
instruments, liberalization of international capital flows and consequent shareholder value orientation. Similarly, 
Skott and Ryoo (2007) see ‘financialisation’ as a significant rise in financial flows in both international and 
domestic markets and a restructuring of corporate governance to align managerial and shareholder interests. Hein 
and Van Treeck (2007) further defines financialisation specifically as an  increase  in  the  income  share  of  rentiers,  
in  particular  a  rise  in  rentiers’  income  from  dividends,  at  the  expense  of  firms’  retained  profits  or  wage  
income. 
Stockhammer (2004) has shown that financialisation over the last two decades has resulted in slowdown of physical 
asset accumulation and increasing financial investments by non-financial businesses. Further, the shareholder 
revolution has led to less emphasis being placed on growth by firms, as shareholders are keener on raising profits as 
opposed to managers who focus more on growth. As shareholder revolution includes a market for corporate control 
(including the possibility of firing managers and performance related pay-packages), management becomes keener 
to adopt policies closer to shareholders objectives of increased profitability leading to lower real sector investment 
activity. 
Crotty (2000) pointed out that the evolution of the global financial system has adversely affected global growth 
while Stockhammer (2007) has shown that the coming of the finance-dominated regime in the past few decades has 
led to an adverse economic performance in the European nations. While policy change is often seen as an important 
factor affecting the developments, Epstein and Power (2003) have contended that the rise in rentier class has been 
instrumental in shaping this political change. Crotty (2000) points out that the powers of the global financial rentiers 
have increased hugely following high real interest rates imposed after 1980 by central banks and financial 
deregulation in the 1980s and 1990s. The rise in income accruing to the rentiers has not only influenced the flow of 
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funds to developing countries and contributed to their market crisis, but have also affected the crises-management 
policies.  
The impact of financialisation on the real sector, and especially on capital accumulation is an important place in 
both post-Keynesian and heterodox literature. The negative impact of financialisation (indicated by higher dividend 
payments) on physical capital accumulation has been underlined frequently in economic literature. Treeck (2009) 
has pointed out that the three major impacts of financialisation are first, the reduced propensity to invest of non-
financial firms, secondly, the divergence of accumulation and profit rates at the macroeconomic level and thirdly, 
changes in the distribution of income.  Treeck (Ibid) has pointed out that higher dividend payments and lower equity 
issues can have either positive or negative effects on physical accumulation, firms’ profit rate and output growth. 
While Lavoie and Godley (2001-2) have shown that that share-holder value orientation, measured in terms of 
dividend payments and share buybacks, has uniquely positive effects on the overall economy, most studies present 
evidence leaning to the contrary.  
2.1 Financialisation and real sector investment 
Post-Keynesians recognize that the different groups within the firm– managements on the one hand and 
shareholders on the other, follow rather conflicting objectives. Managers, in Post-Keynesian literature are seen as 
caring mainly about the long-term existence of their firms which lead them to follow strategies that best ensure 
high accumulation. Crotty (1990) have pointed out that that management are more inclined on maximizing the 
size and power of the firm and the share of primary markets in which it operates instead of the current value of 
the firm. However, stockholders are seen typically having only a fleeting relation with any particular enterprise. 
Stockhammer (2004) and Van Treeck (2009) present econometric evidence that shareholder value orientation 
has contributed to the slowdown of accumulation in the past decades. Stockhammer (2004) have shown that 
shareholder revolution and the development of a market for corporate control have shifted power to shareholders 
and thus changed management priorities, leading to a reduction in the desired growth rate. The ‘investment-profit 
puzzle’ as underlined by Stockhammer (2005-6), describes an interesting phenomenon in a number of developed 
economies since the early 1980s, where accumulation has generally been declining while profit rates have shown 
a tendency to rise. Further, Stockhammer (2005-6) have shown that shareholder value orientation not only exerts 
a direct negative effect on investment, but is also linked to rising stock prices and hence financial wealth of 
households, which in turn stimulates consumption.  
Orhangazi (2008) similarly have shown a negative impact of financialisation on real capital accumulation in the 
United States using firm-level data from a sample of non-financial corporations from 1973 to 2003.  Orhangazi 
(Ibid) has also pointed out the results have significant implications for developing countries aiming at a shift 
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towards United States-style financial markets and corporate governance. Such a shift would not necessarily be in 
the interest of these countries, and may be growth-retarding, if this shift has negative effects on investment.                 
Demir (2009) has studied the impacts of financialisation on real sectors of the economy as well as the persistence 
of capital market imperfections in two major emerging markets (Mexico and Turkey) after financial 
liberalization. The paper shows that financialisation of real sectors is one of the reasons behind the 
disappointingly low fixed capital formation rates in emerging markets during the 1990s.  Treeck (2009) have 
pointed out that that increasing leverage ratios of firms can be an indirect result of shareholder value orientation, 
when firms increasingly distribute dividends to shareholders and restrict equity issues.  Stockhammer (2007) has 
analysed the coming of a finance-dominated accumulation regime and specified its macroeconomic 
characteristics. The finance-dominated accumulation regime comes with a moderate growth in aggregate demand 
and exhibits a high degree of fragility with crises typically emanating from international (foreign exchange) or 
domestic financial markets. 
2.2 Financialisation and income distribution 
Hein and Treeck (2007) have contended that that financialisation has been accompanied by an increasing share 
of profits and a decline in the share of wages in national income. Thus, shareholder value orientation is 
associated with a redistribution of income at the expense of (blue collar) workers and in favor of rentiers. Most 
importantly, the distributional effects of ‘financialisation’ will have a major impact on growth. Moreover, 
financialisation and the consequent rise in shareholder power enforce rising ‘shareholder value orientation’ on 
the firms’ management and its real investment decisions. Thus, the management’s preference for growth (‘retain 
and invest’) is gradually replaced by the shareholders’ preference for income (‘downsize and distribute’). 
Finally, new financial instruments and increasing ‘virtual wealth’, associated with appreciation of stock market 
prices adversely affects the propensity to save from the actual income flows going to households.  
Lazonick and O'Sullivan (2000) shows that a high dividend payout ratio is consistent with a policy of ‘downsize 
and distribute’, as opposed to a strategy of ‘retain and invest’, traditionally favored by managements. They have 
pointed out that that in the 1980s and throughout the twentieth century United States economy was characterized 
by a relatively small number of giant corporations employing a significant proportion of the population. They 
were more inclined to retain both the money earned and the employed staff and reinvested in physical capital 
and complementary human resources. The poor economic performance, deregulation and the rise of the 
institutional investor led in 1980s and more so in the 1990s led to support for corporate governance based on the 
principal of creating shareholder value. As a consequence there has been an increased shift in the policies by top 
managers to downsize the corporations they hold by reducing the number of their employees in an effort to 
increase the return on equity.  
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Duménil and Lévy (2004) have named the managerial-friendly regime based on large pay packages for upper-
level managers and the overall managerial class as cadrisme. Lavoie (2006) analyses the phenomenon of 
‘cadrisme’ –– the increasing gap between manager wages and blue collar wages within the framework of Post 
Keynesian models of growth and distribution. Since the 1990s large capital gains of top-file managers and share-
holders have been associated with stagnating purchasing power of the ordinary workers. This paper has shown 
that increases in managerial costs may have either positive or negative effects on rates of capacity utilization, 
profit rates, growth rates and net profits shares, even when propensities to save out of wages and salaries are 
assumed away.  
Argitis and Pitelis (2006) have shown that that industrial and macroeconomic instability faced by many 
developed and developing countries is likely to be attributed, to an extent, to changes in income distribution in 
favour of rentiers, financiers and other groups of financial capitalists. Empirically, Epstein and Jayadev (2005) 
have pointed out that there has been a large redistribution towards wealth owners (rentiers) in the 1990s, 
especially in the United States. The redistribution of income towards the rentier classes has also been 
accompanied by large capital gains that benefited top-file managers as well as shareholders until 2001. 
3. Objectives and methodology  
We can iterate that financialisation encompasses all phenomenon leading to an increased dominance of financial 
sector. However while various approaches have tried to specify this increased dominance of the financial sector, we 
define financialisation for the purpose of this study as the increased share of rentier (dividend and interest) income 
in total profits. Many studies have shown that financialisation tends to have a negative impact on real sector 
accumulation [Demir (2009); Van Treeck (2009; 2007); Stockhammer (2007, 2004); Epstein and Power (2003); 
Chang and Yoo (2002); Crotty (2000); Lazonick and O'Sullivan (2000)]. The conflict of objectives for different 
groups within the firm, the management and the shareholder forms an important study of Post-Keynesian literature. 
Managers put emphasis on long-term existence of firms and the consequently likely to go for strategies that favor 
high accumulation. This is in contrary to shareholders who are presumed to have an inclination to maximize profits 
and thereby dividends and assign much lesser priority to physical capital accumulation. 
Objectives: The paper seeks to analyze financialisation in the micro-economic context using firm level data. The 
objective of the paper is to find the impact of financialisation on physical capital accumulation for the firms in the 
sample. The paper tries to see if growing financialisation for the firms in the sample has led to slowdown in physical 
capital accumulation as evidenced by investment in real assets. Specifically, it uses Least squares dummy variable 
model (LSDV) model for the short panel data to analyses if the impact of financialisation as estimated by dividend 
payouts and rentier shares on real capital accumulation is significant. 
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While most studies on the impact of financialisation have focused on the macroeconomic perspective for an 
empirical analysis [Demir (2009); Van Treeck (2009); Stockhammer (2007, 2004); Epstein and Power (2003); 
Chang and Yoo (2002); Crotty (2000)], in this paper we put financialisation in a microeconomic context.  
Methodology: For the microeconomic view of the impact of financialisation on real capital accumulation, we take 
the sample of SENSEX companies†. The firms constituting the SENSEX, can be thought as assigning importance to 
shareholder value and dividend payouts should therefore be important to these firms. It is expected that these firms 
are going to be affected by financialisation as being prominent of the stock exchange required them to give adequate 
importance to shareholder value which is likely to  reflected in higher dividend pay-outs. We expect to find a 
negative impact of financialisation as reflected in higher dividend payouts on real capital accumulation, underlining 
the conflict in interest for managers and shareholders.  
Further, while we follow closely the econometric specification is Stockhammer, we introduce another independent 
variable DIV representing the dividend payout ratio, which underlines the importance assigned to dividend payouts 
by the firm. The dividend payout ratio calculated by dividing the firm’s cash dividend per share by its earnings per 
share indicates the percentage of each rupee earned that is distributed to shareholders.  
The final econometric specification [following partly Stockhammer (2007)] is 
HEEEEEE   161514131211 ttttttt ERDOPCCRSDIVACCU , 
Where, 
ACCU= Accumulation (Proxy variable: Log of Total Non-Current Assets) 
DIV= Dividend Pay Out Ratio (%) 
RS= Rentier share [(Interest +Appropriations)/ Operating profit] 
OP=Operating profit 
ERD= Percentage of R& D expenditure in total turnover 
ɛ= error term 
 
 
† SENSEX is a free-float market capitalization-weighted stock market index of 30 well-established and financially sound companies listed on 
Bombay Stock Exchange 
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The dependent variable real capital accumulation (ACCU) is proxied by Log of Total Non-Current Assets, which 
indicates the buildup of real capital in long run. The independent variable in the model are rentier shares (RS) and 
Dividend payouts (DIV) and the control variables introduced are Operating profit (OP) and Percentage of R& D 
expenditure in total turnover (ERD). The independent variables are lagged by a year, indicating rentier and dividend 
payments in a year are likely to impact the real capital accumulation in the next year. The same holds for control 
variables. 
The short panel‡ data specification (balanced§) (period: 2012-2010) is estimated using a Least squares dummy 
variable model (LSDV). A panel data set has multiple entities, each of which has repeated measurements at different 
time periods. For the model, we introduce two dummy variables (given observations cover three years), allowing a 
time effect in the sense that the accumulation function may shift over time on account of macroeconomic factors but 
do not allow ‘individual effects’ assuming accumulation functions do not differ for these companies.   
The model specification here may have omitted variables, which are correlated with the variables in the model, 
which influence accumulation of real capital of the firm. For example, there could be company specific 
characteristics which we want to control for and which can be assumed to be time-invariant.  Fixed effects model is 
there by used to provide a means for controlling for omitted variable bias. In a fixed effects model, subjects serve as 
their own controls so that whatever effects the omitted variables have on the subject at one time, they will also have 
the same effect at a later time; hence their effects will be constant, or “fixed”. A fixed group effect model examines 
individual differences in intercepts, assuming the same slopes and constant variance across individual (group and 
entity). Since an individual specific effect is time invariant and considered a part of the intercept, the error term is 
allowed to be correlated with other regressors [Gujrati, D. N (2003); Park, H.M. (2011); Lecture PPT: Econometric 
Analysis ---Panel Data I]. 
The paper attempts to add on to the existing literature in two important dimensions. First, it introduces a 
microeconomic perspective on financialisation especially in the context of firms who are likely to be affected 
financialisation. For these firms constituting the SENSEX, shareholder value is likely to be important and it would 
thus be interesting to see if these firms are affected by financialisation. Secondly, by introducing both DIV and RS 
as independent variable (in contrast to existing literature which includes only RS as independent variable reflecting 
financialisation), we focus separately on dividend payments and rentier shares. Interest payments may increase also 
on account of increased interest payments for investments which may be physical or financial. So along with rentier 
 
 
‡A short panel has many entities (large n) but few time periods (small T), while a long panel 
has many time periods (large T) but few entities. The data  set could not be taken over longer periods as the companies constituting the SENSEX 
changed frequently with additional years being included making analysis difficult. 
§ In a balanced panel, all entities have measurements in all time periods. 
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shares it becomes important to focus separately on the impact of increased dividend payments on real capital 
accumulation. 
4. Findings and discussion 
The paper uses the Least squares dummy variable model (LSDV) model to analyses if the impact of financialisation 
as estimated by dividend payouts and rentier shares on real capital accumulation is significant. A look at the 
descriptives of independent variables (RS & DIV) and control variable (OP, CC, ERD) is presented in table 1. It 
suggests that average dividend payout ratio for SENSEX companies is 25.5 while average rentier share is 1.2, with a 
wide variability in dividend payouts (standard deviation: 21) and lower variability for rentier shares (standard 
deviation: 0.7).   
Table 1: Descriptive Statistics 
  Mean Std. Deviation 
ACCU 4.26 0.57 
DIV 25.59 21.91 
RS 1.20 0.70 
OP 3.80 0.41 
ERD 2.13 3.05 
CC 0.08 0.12 
D2 0.33 0.48 
D3 0.33 0.48 
 
The results of regression analysis using LSDV model specification is significant and R square, a multiple correlation 
coefficient representing amount of the variance of dependent variables explained by the combination of six 
predictors,  is found to be 85.6% which is good. The ANOVA values for both Model 1 (only predictor variables) 
and Model 2 (including control and predictor variables are significant at 10% and 1% level respectively.  The Beta 
Coefficients (which measure the contribution of each variable to the model) and standard errors for models I & 2 are 
given in Table 2. The impact of both DIV and RS are found to be significant in the Predictor only model (Model 1) 
and having expected negative signs, implying a negative impact of both on ACCU. In the full model with control 
variables, through Beta values of DIV and RS are not significant they have expected negative signs, underlining the 
expected negative impact of DIV and RS on ACCU. However, beta values suggest that the impact of the predictor 
variables though negative, may not be large. The Collinearity statistics show that the tolerance values are also high, 
so that we can rule out multi-collinearity. 
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Table 2: Regression results 
Model  Predictor variables  Beta   Std. Error 
1 (Constant) 
4.75   
0.17 
  DIV  -0.01 ** 0.00 
  RS -0.25 ** 0.10 
2 (Constant) 
0.29   
0.36 
  DIV  0.00   0.00 
  RS -0.02   0.04 
  OP 1.05 * 0.08 
  ERD -0.01   0.01 
  CC 1.75 * 0.26 
  D2 -0.03   0.07 
  D3 -0.13 *** 0.07 
The analysis using the panel data specification clearly suggests that as expected financialisation represented in the 
model by dividend payouts and rentier shares is likely to have a negative impact of real capital accumulation for 
companies constituting the SENSEX, though the impact may not be very large. This underlines that there can indeed 
be a negative fallout of assigning greater prominence to shareholder value on real investment for the firm which is 
likely to impact growth of the firm unfavorably in the long run. This is in line with most studies conducted on the 
impact of financialisation on real capital accumulation globally [For example, Van Treeck (2009; 2007); 
Stockhammer (2004)]. 
5. Concluding comments 
In the last few decades, financialisation has been seen to have profound and mostly negative impact of real sector 
growth and accumulation. This underlines societal concerns as a declining real investment and accumulation is 
likely to affect future growth adversely which would have a pull-down impact on employment and income levels. 
While most studies of financialisation have concentrated on a macroeconomic look at the impact of financialisation 
for the entire economy, this study attempts a firm level look at financialisation and real capital accumulation, using 
data on companies constituting the SENSEX.   
The reasons for choosing the sample stems from the fact that shareholder value are likely to be important for these 
firms and hence financialisation is likely to have an impact on capital accumulation for these firms. Using the Least 
squares dummy variable model (LSDV) model to analyses if the impact of financialisation as estimated by dividend 
payouts and rentier shares on real capital accumulation is significant, the paper finds a negative impact of 
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financialisation (as reflected in higher dividend payouts and increasing rentier shares) on real capital accumulation. 
This is also in conformity to most studies worldwide confirming negative impacts of financialisation on real capital 
accumulation. 
Financialisation or the growing dominance of the financial sector has not only taken place in spite of the real sector 
stagnation, it may indeed lead to further slowdown of real sector accumulation, having profound pull-down effects 
on growth, and consequently employment and income generation. For Indian economy, the firms represented on 
SENSEX can give crucial signals to the overall performance of industry. Understandably, a greater dividend payout 
and increasing orientation towards shareholder value may be important for managing shareholder interests in today’s 
scenario of volatile stock markets. However, the paper suggests that there is a likely tradeoff between shareholder 
orientation and real capital accumulation, and increasing rentier shares and dividend payouts affects negatively real 
capital accumulation which may lead to future growth being compromised. Thus, it is pertinent for firms to have a 
balance between shareholder value and long-run growth of the firm for which real capital accumulation will be 
important.  
An important lacuna of the present study is the use of the data for a three year period and study would benefit if data 
could be obtained for longer periods. Further, the study concentrated solely on companies constituting the SENSEX. 
The study would benefit if more non-financial firms who are considerable active on the stock markets could be 
included. An interesting area of further study would be to consider the impact of financialisation for firms in sectors 
where physical capital accumulation is very crucial. 
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